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June 29, 2007 Advice Letter 2841-G

Brian K. Cherry

Vice President, Regulatory Relations
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Sean H. Gallagher, Director
Energy Division
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Pacific Gas and Electric Company
P.O. Box 770000

San Francisco, CA 94177

Fax: 415.973.7226

June 8, 2007

Advice 2841-G
(Pacific Gas and Electric Company ID U39G)

Public Utilities Commission of the State of California

Subject: Annual Core Hedge Implementation Plan for 2007 in Compliance
with Long Term Hedge Plan Decision 07-06-013

Pacific Gas and Electric Company (PG&E) hereby submits for filing revisions to its
gas tariffs. The affected tariff sheets are included in Attachment | to this filing.

Purpose

Pacific Gas and Electric Company (PG&E) hereby submits for California Public
Utilities Commission (Commission or CPUC) review and expedited approval its
confidential Annual Core Hedge Implementation Plan for 2007 (2007 Annual Plan
or Plan). PG&E is submitting the Annual Plan in accordance with the Long Term
Core Hedge Program Settlement Agreement (Settlement) that the Commission
adopted on June 7, 2007, in Decision (D.) 07-06-013. When approved by the
California Public Utilities Commission (Commission) this plan will authorize PG&E
to buy call options and swaps for a three year horizon in compliance with the
Settlement.

The 2007 Annual Plan contains confidential and market sensitive information and
therefore is being filed under seal and under the provisions of California Public
Utilities Code Sections 583 and 545.5(g). PG&E provides a copy of the 2007
Annual Plan in Confidential Attachment II.

Background

On December 20, 2006, PG&E filed a motion to adopt the Settlement between
PG&E and consumer advocates, the Division of Ratepayer Advocates (DRA), The
Utility Reform Network (TURN), and Aglet Consumer Alliance (Aglet). The
Commission adopted the Settlement on June 7, 2007, in D.07-06-013. As stated
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in the decision, the Settlement proposed a total budget for hedges that will result in
approximately the same dollar impact on PG&E’s core procurement customers as
previously authorized hedging plans. The Annual Plan should be treated as a
long-term gas hedging plan in a manner consistent with the confidentiality
provisions of D.06-06-066 as modified by D.07-05-032.

The Settlement Agreement also created a Core Hedging Advisory Group (Advisory
Group) made up of non-market participants who represent the interests of PG&E’s
core gas customers. The initial members are TURN, DRA and Aglet. In
compliance with the Settlement Agreement, PG&E has developed the 2007
Annual Plan in consultation with the Advisory Group.

Once the 2007 Annual Plan is executed, PG&E will submit the following
confidential documents as required by the Settlement Agreement:

e Two compliance advice letters will be filed with the Commission detailing
the transactions executed under the 2007 Annual Plan. The first advice
letter will be filed after the annual implementation period which ends
September 30, 2007, and the second after the end of the 2007/2008 winter
heating season.

e A report of the financial results of the execution of the 2007 Annual Plan will
be submitted to the Advisory Group and the Energy Division, on a
confidential basis, on or about April 1, 2008. This report will include, but not
be limited to, the following information: total funds spent on hedging
instruments, total losses and gains for each category of hedging instrument,
amount of natural gas supplies hedged monthly, and impact of the Plan on
utility rates.

e Monthly summaries of hedging activities and mark-to-market values of the
hedges will also be provided to the Advisory Group and the Energy
Division.

Hedging costs will continue to be recorded in a separate subaccount of the
Purchased Gas Account and will be recovered from core gas procurement
customers through PG&E’s monthly core procurement advice filings. Hedging
conducted in accordance with D. 07-06-013 will be done outside of the provisions
of PG&E’s Core Procurement Incentive Mechanism (CPIM).

Tariff Revision

Gas Preliminary Statement Part C — Gas Accounting Terms and Definitions is
revised to reflect the approval of D.07-06-013 in Section 7 “Gas Supply Portfolio”
and Section 14 “Core Procurement Incentive Mechanism.”

Gas Preliminary Statement Part D - Purchased Gas Account is revised to reflect
the approval of D.07-06-013, and to change the title of the subaccount from
“Emergency Core Gas Hedging Plan Subaccount” to “Core Gas Hedging Plan
Subaccount” for administrative clarity.
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Protests — Ten Day Expedited Period

Anyone wishing to protest this fiing may do so by sending a letter by
June 18, 2007, which is 10 days from the date of this filing. The expedited protest
period is in accordance with the Settlement Agreement (section 2.7) adopted in D.
07-06-013 which allows for a 10 protest period and 3 day response, shortened
from the normal 20 day protest period and 5 day response. The protest must state
the grounds upon which it is based, including such items as financial and service
impact, and should be submitted expeditiously. Protests should be mailed to:

CPUC - Energy Division
Attention: Tariff Unit

505 Van Ness Avenue

San Francisco, California 94102

Facsimile: (415) 703-2200
E-mail: jnj@cpuc.ca.gov and mas@cpuc.ca.gov

Protests also should be sent by e-mail and facsimile to Mr. Honesto Gatchalian,
Energy Division, as shown above, and by U.S. mail to Mr. Gatchalian at the above
address.

The protest should be sent via both e-mail and facsimile to PG&E at the address
shown below on the same date it is mailed or delivered to the Commission.

Pacific Gas and Electric Company
Attention: Brian K. Cherry

Vice President, Regulatory Relations
77 Beale Street, Mail Code B10C
P.O. Box 770000

San Francisco, California 94177

Facsimile: (415) 973-7226
E-mail: PGETariffs@pge.com

Effective Date

In accordance with the expedited protest period approved in D.07-06-013, and
discussed above, PG&E requests that this advice filing become effective June 26,
2007, which is 18 days after the date of this filing.

Notice

In accordance with General Order 96-A, Section Ill, Paragraph G, a copy of this
advice letter is being sent electronically and sent via U.S. mail to parties shown on
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the attached list and the list for A.06-05-007. Address change requests should
also be directed to Rose De La Torre at (415) 973-4716. Advice letter filings can
also be accessed electronically at:

http://www.pge.com/tariffs

i y .-"' i
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&
Vice President, Regulatory Relations

Attachments

CC: Service List A.06-05-007
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Revised Cal. P.U.C. Sheet No. 24973-G
) Pacific Gas and Electric Company Cancelling Revised Cal. P.U.C. Sheet No. 24812-G
& San Francisco, California

PRELIMINARY STATEMENT
(Continued)

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)

6. FRANCHISE FEES AND UNCOLLECTIBLE ACCOUNTS EXPENSE (F&U): F&U refers to that
portion of rates designed to recover PG&E's authorized expenses for both the use of public
rights-of-way (franchise fees) and bad debts (uncollectible accounts expense). Rates for retail
customers include a component for F&U, as determined in PG&E's 2007 General Rate Case
Decision 07-03-044. Rates for wholesale customers include a component for the franchise fees
only, per Decision 87-12-039. Rates for UEG and cogeneration include uncollectibles expense and
a reduced component for franchise fees.

The F&U factor iS @QUAI T0.........euiiiiiie et e e e 1.012151

7. GAS SUPPLY PORTFOLIO: This portfolio includes the cost of gas procured by PG&E for its Core
Portfolio (Core Procurement) customers. The costs and payouts for hedge instruments transacted
under the core gas hedging plans, as approved in Decision 05-10-015 (effective October 6, 2005), (T)
Decision 06-08-027 (effective August 24, 2006), and Decision 07-06-013 (effective June 7, 2007) (M)
are included in the Gas Supply Portfolio, but are tracked separately. Gas Supply Portfolio costs are
recovered through the Procurement Revenue Requirement described in Section C.10.d.

Costs incurred for the portfolio include the cost of volumetric transportation, incremental pipeline
capacity costs, imbalance transactions, hub services, incremental storage services, voluntary
diversions, and emergency flow order (EFO) and operational flow order (OFO) charges and other
portfolio-related services. These costs may be offset by revenue or gains from risk management
tools such as derivative financial instruments (net of transaction costs), and other gas sales. Other
transactions such as net revenue from imbalance transactions and byproducts extraction,
expenses/losses from risk management tools, and pre-payments and credit and collateral
payments, including all associated fees for gas procurement purchases, transportation, and related
services, are included in the portfolio.

The net cost of the “flowing supply” is the result of the transactions listed above. This portfolio also
includes gas withdrawn from storage and excludes gas injected into storage for Core Procurement
customers using the core storage reservation.

(Continued)
Advice Letter No. 2841-G Issued by Date Filed June 8, 2007
Decision No. 07-06-013 Brian K. Cherry Effective June 26, 2007

Vice President Resolution No.
106749 Regulatory Relations




Revised Cal. P.U.C. Sheet No. 24974-G
) Pacific Gas and Electric Company Cancelling Revised Cal. P.U.C. Sheet No. 24432-G
& San Francisco, California

PRELIMINARY STATEMENT
(Continued)

C. GAS ACCOUNTING TERMS AND DEFINITIONS (Cont'd.)

14. CORE PROCUREMENT INCENTIVE MECHANISM: The Core Procurement Incentive Mechanism
(CPIM) is designed to replace traditional reasonableness reviews for Gas Procurement Costs as
defined in C.10, above. PG&E will report its procurement activities monthly to the CPUC'’s Energy
Division and Division of Ratepayer Advocates (DRA) and will file an annual report outlining cost
savings, reward or penalties under the CPIM. Incentive rewards and penalties are calculated
annually and, upon Commission approval, will be recorded in the Core Subaccount of the
Purchased Gas Account (PGA). For the 2004-2005 CPIM (Year 12), PG&E will forego any
shareholder award in accordance with Ordering Paragraph 5 of Decision 05-10-015.

Decision 97-08-055 adopted a CPIM mechanism for Post-1997 performance as filed in

Application 96-08-043, and as affirmed in Decision 03-12-061, and as modified by

Decision 04-01-047. The modifications adopted in Decision 04-01-047 are effective for the CPIM
year starting November 1, 2002. The CPIM will continue until either DRA or PG&E proposes
modifications and those modifications are approved by the CPUC. No costs and payouts for hedge

instruments pursuant to Decision 05-10-015 (effective October 6, 2005), Decision 06-08-027 @)
(effective August 24, 2006), and Decision 07-06-013 (effective June 7, 2007) are included in the @)
CPIM.

The CPIM provides PG&E with a direct financial incentive to procure core gas and transportation
services at the lowest reasonable cost by calculating rewards or penalties through comparing actual
procurement costs to an aggregate market-based benchmark.

The CPIM establishes both a standard benchmark, which applies to purchasing activities occurring
under most operating and temperature conditions, and an alternate benchmark which applies only
under extraordinary circumstances requiring economic and/or physical diversions of supplies and
transportation resources held by other shippers on the interstate and intrastate transmission
system.

The CPIM standard benchmark is made up of three components: (1) the fixed transportation cost
component, which includes both interstate and intrastate capacity reservation costs; (2) the variable
cost component, which covers commodity costs and volumetric transportation costs; and (3) a
storage cost component.

The commaodity and capacity benchmark components are calculated daily. At the end of each
12-month period, the daily benchmark components are added together to form a single annual
benchmark budget. Actual incurred costs are compared to the benchmark. If actual gas
commodity and capacity costs fall within a range (tolerance band) around the benchmark, costs are
deemed reasonable, and are fully recoverable from ratepayers. If actual costs fall below the
tolerance band, the savings (the difference between the lower limit of the tolerance band and actual
recorded costs) are shared between ratepayers and shareholders according to the following

procedure:
a) 75 percent to ratepayers and 25 percent to shareholders; and
b) In addition, annual PG&E shareholder awards are capped at the lower of 1.5 percent of the

total annual gas commaodity costs, or $25 million.
Ratepayers and shareholders share equally any costs in excess of the upper limit of the tolerance
band.

An alternate benchmark can be invoked by PG&E under certain extraordinary circumstances
requiring economic and/or mandatory diversions of gas and transmission resources held by other
shippers. All voluntary and involuntary diversion costs are compared to the highest value of the
daily PG&E Citygate index range. There is no tolerance band for the alternate benchmark, and
actual costs savings or overruns, relative to the benchmark, are shared 95 percent by ratepayers
and 5 percent by shareholders.

Advice Letter No. 2841-G Issued by Date Filed June 8, 2007
Decision No. 07-06-013 Brian K. Cherry Effective June 26, 2007
Vice President Resolution No.

106750 Regulatory Relations
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Revised Cal. P.U.C. Sheet No. 24975-G

Pacific Gas and Electric Company Cancelling Revised Cal. P.U.C. Sheet No. 24629-G
San Francisco, California

D. PURCHASED GAS ACCOUNT (PGA)

1.

PRELIMINARY STATEMENT
(Continued)

PURPOSE: The purpose of the PGA is to record the cost associated with gas purchased for the
Gas Supply Portfolio and revenues from the sale of that gas. The balance in the core sub-accounts
will be incorporated into monthly core procurement rates.

Descriptions of the terms and definitions used in this section are found in Preliminary Statement,
Part C or in Rule 1.

APPLICABILITY: The PGA balance applies to all gas procurement rate schedules and contracts
subject to the jurisdiction of the CPUC, except for those schedules and contracts specifically
excluded by the CPUC.

REVISION DATE: The revision date applicable to the PGA rate shall coincide with the monthly
core procurement rate change or at other times, as ordered by the CPUC.

FORECAST PERIOD: The forecast test period will be as specified in the current Cost Allocation
Proceeding.

PGA RATES: PGA Rates are included in the effective procurement rates set forth in each
procurement rate schedule (see Preliminary Statement, Part B), as applicable.

ACCOUNTING PROCEDURE: The PGA consists of the following subaccounts:

The “Core Subaccount” records the cost of gas procured for sale to core customers and revenues
from the sales to core customers of that gas. (See Preliminary Statement Part C.7.)

The “Core Shrinkage Subaccount” records core shrinkage costs and shrinkage revenues from core
procurement customers.

The “Core Gas Hedging Plan Subaccount” records revenues from core procurement customers, )]
and cost and payouts for hedge instruments transacted under the core gas hedging plans pursuant

to Decision (D.) 05-10-015 (effective October 6, 2005), (D.) 06-08-027 (effective August 24, 2006), )
and (D.) 07-06-013 (effective June 7, 2007). @)

The “Winter Gas Savings Program Procurement Subaccount” recovers procurement-related
program costs, including rebates to customers and approved marketing and implementation costs,
from core procurement customers. The 10/20 Winter Gas Savings Program (WGSP) is designed to
encourage conservation as detailed in Schedule G-10/20 — Winter Gas Savings Program.

(Continued)

Advice Letter No. 2841-G Issued by Date Filed June 8, 2007
Decision No. 07-06-013 Brian K. Cherry Effective June 26, 2007
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Revised Cal. P.U.C. Sheet No. 24976-G
) Pacific Gas and Electric Company Cancelling Revised Cal. P.U.C. Sheet No. 24620-G
& San Francisco, California

PRELIMINARY STATEMENT
(Continued)

D. PURCHASED GAS ACCOUNT (PGA) (Contd.)
6. ACCOUNTING PROCEDURE: (Contd.)

b. Core Shrinkage Subaccount

The following entries will be made to this account each month:
1) adebit entry equal to the core portion of the recorded purchased gas cost for shrinkage;

2) acredit entry equal to the shrinkage revenue from core customers during the month,
excluding the allowance for F&U; and

3) anentry equal to the interest on the average of the balance in the subaccount at the
beginning of the month and the balance in the subaccount after entries from D.6.b.1. and
D.6.b.2, above, at a rate equal to one-twelfth the interest rate on three-month
Commercial Paper for the previous month, as reported in the Federal Reserve Statistical
Release, H.15, or its successor.

c. Core Gas Hedging Plan Subaccount M

The following entries will be made to this account each month as needed:

1) adebit entry equal to the costs of any hedge instruments under the Emergency Core
Gas Hedging Plan pursuant to D.05-10-015, D.06-08-027, and Annual Core Hedge ©)
Implementation Plan approval pursuant to D. 07-06-013; @)

2) acredit entry equal to the revenue from the Winter Hedging rate component, excluding
the allowance for F&U;

3) acredit entry equal to the payouts associated with any hedge instruments under the
Emergency Core Gas Hedging Plan pursuant to D.05-10-015 and D.06-08-027; and )
Annual Core hedge Implementation Plan pursuant to D. 07-06-013. @)

4) adebit or credit entry to transfer any remaining balance in this subaccount to the Core
subaccount of the PGA upon termination of this subaccount; and

5) an entry equal to the interest on the average of the balance in the subaccount at the
beginning of the month and the balance in the subaccount after entries from D.6.c.1
through D.6.c.4, above, at a rate equal to one-twelfth the interest rate on three-month
Commercial Paper for the previous month, as reported in the Federal Reserve Statistical
Release, H.15, or its successor.

Advice Letter No. 2841-G Issued by Date Filed June 8, 2007
Decision No. 07-06-013 Brian K. Cherry Effective June 28, 2007
Vice President Resolution No.

106748 Regulatory Relations
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Pacific Gas and Electric Company  Cancelling Revised 24743-G
San Francisco, California

TABLE OF CONTENTS

Preliminary Statements

CAL P.U.C.
SCHEDULE TITLE OF SHEET SHEET NO.
Part A Description of Service Area and General Requirements...................... 14615-14623, 18797-G
Part B Default Tariff Rate Components...........ccccceeeeenns 24866-24872, 24777-24779, 23229, 24749,
24750-24757, 24526, 22024-G
Part C Gas Accounting Terms and Definitions............... 23345, 24804-24805, 24663, 24973, 23347, )]
23760-23761, 24431, 23348, 23561, 23795, 23351, 24974-G
Part D Purchased Gas ACCOUNT ..........ceeieeiiiieiiieeee e 24975, 24619, 24976, 24438-G )
Part E Credit Card Pilot Program memorandum Account (CCPPMA) .........cccccvevenn. 24229-24230-G
Part F Core Fixed COSt ACCOUNT .....cooueiiiiiiee ettt e e
Part J Noncore Customer Class Charge Account
Part K Enhanced Oil Recovery Account ...
Part L Balancing Charge Account.............
Part O CPUC ReiMbBUISEMENT FEE .....oeiiiiiiiiiiiiii et
Part P Income Tax Component of Contributions Provision .............cccccovviiiiieeeennnnis 21646, 13501-G
Part Q Affiliate Transfer Fees Account
Part S INEEIEST ...,
Part T Tax Reform ACt OF L1986 .........uuiiiiiiee i e e aee e e e an
Part U Core Brokerage Fee Balancing Account..............
Part V California Alternate Rates For Energy Account....
Part X Natural Gas Vehicle Balancing Account...............
Part Y Customer Energy Efficiency Adjustment...........cccccocvevvineinnnen.
Advice Letter No. 2841-G Issued by Date Filed: 6/8/2007
Decision No. Brian K. Cherry Effective
Vice President Resolution No.
106751 Regulatory Relations




Revised Cal. P.U.C. Sheet No. 24978-G
Pacific Gas and Electric Company  Cancelling Revised 24899-G
San Francisco, California

TABLE OF CONTENTS

Table of Contents

CAL P.U.C.
SCHEDULE TITLE OF SHEET SHEET NO.
L L 2> Vo [ PP PP UPPPRRPTN 24899-G
Rate SChedUIES oo 24742, 24847, 24892-24893-G
Pl ElIMINAIY o e et e et a e e a e 24977, 24768-G )
Statements
RUIES et ——e e e e et et eeeeeee e ——aaeeeaett———aaeeaerera———————— 24850-G
/=T 61T 24898-G
Contracts and
Deviations
SaMPIE FOMMS ettt e ste e e bae e e e snteeeeea 24844, 24933, 24851, 24674-G
Advice Letter No. 2841-G Issued by Date Filed: 6/8/2007
Decision No. Brian K. Cherry Effective
Vice President Resolution No.

106752 Regulatory Relations




Advice 2841-G
Attachment |1

This document contains confidential market sensitive information and is being filed
under seal and under the provisions of Public Utilities Code Sections 583 and 454.5(g)
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